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Allocating the Federal Tax Burden by State 


A Tax Foundation Staff Analysis 


OW MUCH of the Federal tax burden is borne by the people of each state? Official statistics 

do not provide an answer to this question. The Internal Revenue Service annually pub- 
lishes statistics showing the amount of Federal taxes collected in each state. These statistics are 
a by-product of the process of collection, but as an indication of the distribution of the Federal 


tax burden among the states they have little 
validity. The place where taxes are collected 
is very often not the place (state) where the 
taxpayer lives who bears the burden of those 
taxes. 


This applies to major parts or all of the broad 
categories of Federal taxes. Thus collections data for 
manufacturers’ excises reflect the location of the man- 


offices of several large oil companies are located there. 


Because many national business firms have head 
offices in New York from which they pay the cor- 
poration income tax, an exceptionally large propor- 
tion of corporation tax collections (28 percent in 
fiscal 1959) is reported from that state in the official 
collections data. Similarly, large corporations with 
nation-wide operations report withheld income taxes 


ufacturing firms rather than 
the consumers who presum- 
ably bear the burden of these 
taxes. In fiscal 1959, 97 per- 
cent of tobacco taxes was col- 
lected in North Carolina, 
Kentucky and Virginia, but 
Clearly the burden of this 
tax is distributed among the 
states in accordance with the 
consumption of tobacco prod- 
ucts. In fiscal 1958, 85 per- 
cent of the excise taxes on 
automobiles, trucks and parts 
was collected in Michigan, 
but Michigan accounted for 
only 6 percent of new motor 
vehicle registrations in 1957. 
Over one-third of Federal 
gasoline taxes is reported in 
New York because the head 


This Issue In Brief 


How much of the Federal tax burden 
is borne by the people of each state? 


For years the problem of determining 
the incidence of taxation has been a 
troublesome one. The place where taxes 
are gathered is very often not the place 
or state where the taxpayer lives who 
bears the tax burden. For example, in 
fiscal 1959, 97 percent of tobacco taxes 
was collected in just three big tobacco- 
producing states, but the tax burden is 
distributed among states according to con- 
sumption of tobacco products. 


In this Review, Tax Foundation explains 
its formula for allocating the tax burden 
and describes some of the uses of that 
formula, 


from their head offices. This 
practice makes income tax 
collections in New York State 
relatively large. 


These characteristics of 
official collections data also 


mean that collections for most 


of the western and mid-west- 
ern states substantially under- 
state the amount of Federal 
taxes borne by or that “comes 
from” the people of those 
states. 


These characteristics of of- 
ficial collections data show, 
moreover, that they have no 
validity as a basis for alloca- 
tion of Federal aid to the 
states—as in some recent pro- 


Copyright 1960 by Tax Foundation, Inc., 30 Rockefeller Plaza, New York 20, N. Y. Material may be re-used with proper credit. 





TAX REVIEW, JANUARY 1960 


eee ee 


posals to return to the states a certain percentage of 
Federal taxes collected in each state. 


Estimating the Federal Tax Burden by State 


Since official data will not directly serve the pur- 
pose of determining the Federal tax burden in each 
state, it is necessary to find ways of estimating this 
distribution of the tax burden. Such estimates can be 
made by (1) selecting those parts of official collec- 
tions data that can be taken as representing the distri- 
bution of the corresponding part of the Federal tax 
burden, and (2) distributing the other parts of the tax 
burden on the basis of various economic data that 
may be deemed to reflect the distribution of the tax 
burden. Thus tobacco taxes may be distributed in 
accordance with population, on the assumption that 
population is a good indicator of consumption. Liquor 
taxes can be distributed on the basis of data showing 
the consumption of alcoholic beverages by state. 
Withheld income taxes can be distributed on the basis 
of the distribution of personal income (or wage and 
salary payments) by state. 


In a formula evolved by Tax Foundation and other 
organizations collections data are now used only for 
estate and gift taxes, and, in the interest of simplicity 
and ease of calculation, the number of economic series 
used for the distribution of other taxes has been re- 
duced wherever this was found possible without sub- 
stantially affecting the allocation estimates. The bases 
now being used are shown in Table 1. Selection of 
these bases depends upon (1) assumptions made 
about the incidence of various taxes, and (2) avail- 
ability of appropriate statistical series. 


The incidence of the individual income tax and of 
excises poses no great difficulty. The individual in- 
come tax can be assumed to fall upon the individuals 
on whom it is levied. Excise taxes may also be 
assumed to fall upon the consumer of the commodity 
or service on which the tax is levied. The major ques- 
tion of incidence concerns the corporation income 
tax. Despite a good deal of research on this subject, a 
definitive conclusion cannot be reached.” In the pres- 


1. There appears to be a general agreement that the burden of 
excise taxes falls upon the consumer. However, it has been 
argued that the burden falls upon the “factors of production” 
(E. R. Rolph, “A Proposed Revision of Excise-Tax Theory,” 
Journal of Political Economy, April, 1952, pp. 102-117). 


2. Cf. Arnold C. Harberger, “The Corporation Income Tax: An 
Empirical Appraisal,” in Tax Revision Compendium, Com- 
pendium of Papers on Broadening the Tax Base Submitted to 
the Committee on Ways and Means, House of Representatives, 
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Table 1 


FEDERAL TAX RECEIPTS AND BASES FOR 
ALLOCATING THE BURDEN BY STATE 


Fiscal Year 1960 Estimate 


Amount 


Tax (Billions) Base* 
Net Budget Tax Receipts: $75.4 

Individual Income ...........:.. 41.0 Individual Income Tax Liability 
(Prelim. 1957) adjusted by 
1958 changes over 1957 in 
Personal Income by state 

Corporation Income .......... 22.5 Y Personal Income (1958) 
> Dividends from Property 
Income (Dept. of Commerce) 
(1958) 

Alcoholic Beverages ......... 3.0 1% Personal Income (1958) 
1% Consumption Data (1958) 

I 52 sii sated 1.8 Total Population, July 1, 1959 

Estate and Gift ..........0....... 1.4 Five-year total of Estate and 
Gift tax collections (1955- 
1959) 

Auto Excise .............0c0 1.0 New Car Registrations (1958) 

Other Excises, Customs 

and Federal Unemploy- 
SEAS 47 Personal Income (1958) 
Trust Fund Taxes: 14.2 


Y Personal Income (1958) 
¥% Personal Contributions for 
Social Insurance (1958) 


Old-Age Survivors & Dis- 
ability Insurance, & 
Railroad Retirement .... 11.8 


Highway Trust .................. 2.4 
Gasoline, Diesel, Spe- 
cial Fuels, Tires, Tubes 
& Tread Rubber 


Trucks and Buses (one- 
half) & Heavy-Vehicle 
Use 
TOTAL FED. TAX RECEIPTS ....$89.6 


a. The percentage distribution by state of each ‘‘base” was used to allocat¢ 
by state the respective amount of each type of tax (total amounts or 
each tax are shown above); as thus distributed by state, the various 
parts of the Federal tax burden were then added together to find the 
net budget tax burden and the total Federal tax burden in each state. 


b. Includes retailers’ excises, and excises on trucks and buses (one-half), 
radios, television sets, auto parts and accessories. 


Motor Fuel Excise Data (Bur- 
eau of Public Roads) 


Truck and Bus Excise Data 
(Bureau of Public Roads) 





ent formula it is assumed that half of the burden of 
the corporation income tax falls on shareholders and 
half falls on consumers. The assumption chosen in 
this case has a substantial effect upon the resulting 
distribution of the tax burden because the distribution 
of dividends by state differs substantially from the 
distribution of consumer expenditures. But in the 
absence of a strong case for one assumption over 
another, it was decided to adopt the 50 percent 
assumption. 


The selection of appropriate statistical series in- 
volves various choices which depend in part upon the 
November 1959, Volume 1, pp. 231-250, and Paul G. Darling, 


“Income Taxation and Dividend Income,” ibid., Volume 3, 
pp. 1579-1590. : 
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availability of statistical data. As new and more 
appropriate data become available, and as more of a 
consensus is reached on the conceptual and technical 
problems involved, the allocation formula can be im- 
proved. However, whatever improvements may be 
made in the statistical data, estimates of the Federal 
tax burden by state will always be approximations 
dependent upon assumptions concerning incidence. 


It should be noted that there is no annual official 
series On consumer expenditures by state. In the 
absence of such a series, the distribution of total per- 
sonal income is taken as an indicator of the distribu- 
tion of total consumer expenditures. Thus total 
personal income is used as the base for distributing 
the half of the corporation income tax and the half 
of the social insurance taxes (employers’ contribu- 
tions) assumed to be shifted forward to consumers. 


Definition of the Total Federal Tax Burden 


Some difficulties are involved in the selection of an 
appropriate total of Federal tax receipts for the pur- 
pose of a state allocation. The total of collections as 
published by the Internal Revenue Service could be 
used for the present purpose — with the addition of 
customs receipts and deduction of refunds. However, 
from several points of view it is preferable to start 
with a total that can be derived from budget figures, 
and be tied into the total budget receipts as estimated 
for the current or coming fiscal year. In particular 
there is the question of distinguishing between taxes 
that are part of budget receipts and are used for gen- 
eral government purposes and taxes that are ear- 
marked for trust fund purposes (social insurance and 
the highway trust fund). 


Table 1 shows both a total of “net budget tax 
receipts” and of total Federal tax receipts. Net budget 
tax receipts differ from budget receipts in that budget 
receipts also include miscellaneous (non-tax ) receipts. 
The total Federal tax receipts figure includes social 
insurance taxes and highway trust fund taxes in addi- 
tion to the taxes that are a part of budget receipts. 


Each major part of the Federal tax burden as shown 
in Table 1 was distributed by state on the respective 
base shown. As thus distributed by state, the various 
parts of the Federal tax burden were then added 
together to find the total Federal tax burden in each 
state. The resulting percentage distribution of the tax 
burden is shown in Table 2 (cols. 1 & 2). 





Table 2 


ESTIMATED PERCENTAGE DISTRIBUTION OF THE 
FEDERAL TAX BURDEN AND ESTIMATED BURDEN OF THE 
FEDERAL BUDGET FOR 1961 BY STATE 


Percentage Distribution of 


Estimated Burden 
Federal Tax Burden of Federal 


Budget Receipts 

Total Tax Net Budget for Fiscal Year 1961¢ 

Burden> Tax Burden (Millions) 
State (1) (2) (3) 
TOTAL 100.00% 100.00% $84,000 
oe a 1.03 97 814.8 
I aa cans 12 12 100.8 
i, Se ie Te At 57 56 470.4 
Arkansas ................. a 5 378.0 
California 00.0... 10.48 10.39 8,727.6 
Coloradio 22... 3 91 764.4 
Connecticut ........ 2.11 2.20 1,848.0 
Delaware 55 .60 504.0 
REISE TSS 2.46 2.48 2,083.2 
REE PIS Sra 1.37 1.31 1,100.4 
Meee 5c; oe 30 30 252.0 
ee ae 27 25 210.0 
ORR oan 7.08 7.23 6,073.2 
RSet 2.38 2.35 1,974.0 
co ae 1.19 1.15 966.0 
RE SET 1.02 99 831.6 
Kentucky .................... 1.12 1.09 915.6 
inne: 1.20 1,008.0 
NR iss 44 43 361.2 
Maryland oo... 1.90 1.90 1,596.0 
Massachusetts ............ 3.40 3.47 2,914.8 
Michigan .................... 4.66 4.74 3,981.6 
Minnesota .................. 1.68 1.65 1,386.0 
Mississippi ................ 50 45 378.0 
NOUN 658i 2.34 2.31 1,940.4 
Meee 32 31 260.4 
Nebraska .................... 64 61 512.4 
RD ated ea 20 20 168.0 
New Hampshire .......... 32 32 268.8 
New Jersey ................ 4.20 4.28 3,595.2 
New Mexico ................ 39 37 310.8 
Now Vere 6... 13.22 13.56 11,390.4 
North Carolina .......... 1.46 1.41 1,184.4 
North Dakota .......... 23 22 184.8 
NSIS SS ae ee 5.82 5.85 4,914.0 
Oklahoma ow... 1.02 99 831.6 
ORG ik. 89 86 722.4 
Pennsylvania .............. 7.08 7.22 6,064.8 
Rhode Island ............ 52 53 445.2 
South Carolina .......... 64 61 512.4 
South Dakota .............. 23 21 176.4 
Tennessee .................. 1.20 1.16 974.4 
Fen 4.43 4.34 3,645.6 
Ue ee 38 36 302.4 
Vente fo 18 18 151.2 
Wi 1.75 1.68 1,411.2 
Washington ................ 1.57 1.54 1,293.6 
West Virginia ............ J7 J6 ; 
Wisconsin .................. 2.07 2.08 1,747.2 
Wyoming ................. 18 17 142.8 
District of Columbia... .69 68 571.2 





a. Based on tax receipts for the fiscal year 1960 (see Table 1). 

b. Includes social insurance taxes and highway trust fund taxes in addition 
to taxes that are part of budget receipts. 

c. Based on percentage distribution in Col. (2). 





It is important to segregate the taxes “outside” the 
budget because these taxes are in effect “earmarked” 
for the specific purposes of social insurance and high- 
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way programs. On the other hand, taxes that are part 
of budget receipts, with very minor exceptions, are 
“general fund” taxes not earmarked for specific uses. 


Uses of Estimates of the 
Federal Tax Burden by State 


Three major uses of estimates of the Federal tax 
burden by state may be mentioned. The first, as sug- 
gested above, is to compare the total tax burden in 
. different states, or in the same state over time, by add- 
ing the Federal estimates to data for state and local 
tax burdens. Federal taxes are not designed from the 
point of view of their possible geographical impact. 
However, differences in state and local taxes are very 
significant to state and local governments and to 
others concerned with the character of state and local 
tax systems. For the purpose of comparisons of tax 
burdens it is often desirable to have estimates of the 
total Federal tax burden in a state as well as the pos- 
sible differential impact of Federal taxes on the states. 

A second purpose of estimates of the Federal tax 
burden by state is to compare the tax cost of Federal 
programs and services by state with the possible bene- 
fits of Federal expenditures by state. Such a compari- 
son involves a corresponding statistical problem of 
allocating Federal expenditures by state. The difficul- 
ties of allocating expenditures are substantially greater 
than those of allocating taxes, in part because major 
expenditure programs, particularly national defense, 
are essentially determined by overall national pur- 
poses and objectives and any assumed distribution of 
expenditures for such purposes by state must be of 
very limited validity.* Moreover, it is more difficult to 
find data that would appropriately reflect the state 
distribution of the benefits of Federal expenditures. 
However, statistical estimates have been made of the 
distribution by state of total Federal revenues (includ- 
ing nontax revenue) and total Federal expenditures.* 


3. Cf. Rufus S. Tucker, “The Distribution of Government Burdens 
and Benefits,” and discussion, American Economic Review 
Papers and Proceedings, May, 1953, pp. 518-537. 


4. See Illustrative estimates of Federal Expenditures and Revenues 
by States, U.S. Department of Health, Education, and Welfare, 
Public Health Service, Washington, D.C., 1956. More recent 
estimates by the Legislative Reference Service of the Library of 
Congress are presented in part in the Congressional Record, 
September 12, 1959, Vol. 105, No. 162, p. A 8077. 


* 


A third purpose of estimates of the Federal tax 
burden by state is to compare the tax cost by state of 
specific Federal programs of aids to state and local 
governments. The selection of programs of grants-in- 
aid to state and local governments reduces the problem 
of localizing the benefits of these programs, for their 
benefits can be assumed to go to the residents of the 
states to which the Federal payments are made. More- 
over, a part of the purpose of these programs is to 
meet differences in the fiscal needs and abilities of the 
states. It is therefore appropriate to estimate to what 
degree these programs do involve a redistribution of 
income by state. 


Redistribution in Aid Programs 


Redistribution by state, however, is only one aspect 
of these programs. Such programs also involve a sub- 
stantial redistribution within states as between tax- 
payers and the ultimate recipients or beneficiaries of 
the programs. It may be noted that estimates of the 
distribution of the tax burden and of aid payments by 
state just before World War II indicated that there 
was little or no redistribution by states involved in 
these programs.° Today such redistribution amounts 
to roughly one quarter of the total sums involved in 
the programs. This change indicates in part the shift 
in the character of the Federal tax system—toward 
relatively greater reliance on income taxes—and in 
part greater recognition of “fiscal need” in formulas 
used for the distribution of Federal aid by state. 


Finally, as a variation of the first use mentioned, 
the percentage allocation of the Federal tax burden 
may be applied to estimated budget receipts for the 
coming fiscal year to show the approximate state 
burden of a new Federal budget. (Since non-tax re- 
ceipts are a relatively small part of the total, they 
can be assumed, for this purpose, to be distributed 
by state in approximately the same way as budget tax 
receipts). The recently-announced budget for the 
fiscal year 1961 shows estimated receipts of $84 bil- 
lion. In Table 2 (col. 3) the tax allocation distribution 
is applied to this figure to show the approximate bur- 
den of the new budget by state. 


5. James A. Maxwell, “The Equalizing Effects of Federal Grants,” 
The Journal of Finance, May 1954, pp. 209-215. 
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